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SUBJECT: FTB Disclosure O Tax Information to Charter Gties Wthin Agreenent

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of bill as amended
X August 8, 2000.

AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTS DID NOT RESOLVE THE DEPARTMENT’'S CONCERNS stated in the previous analysis of hill as
introduced/amended

FURTHER AMENDMENTS NECESSARY.

DEPARTMENT POSITION CHANGED TO

X REMAINDER OF PREVIOUS ANALYSISOF BILL ASAMENDED August 8, 2000, STILL APPLIES.
OTHER - See comments below.

SUMWARY CF BI LL

Under the Adm nistration of Franchise and Inconme Tax Laws (AFITL), this bil

woul d permt the Franchise Tax Board (FTB) to disclose certain specified incone
tax information to tax officials of cities. Disclosure would have to be nmade
under a witten agreenment and would be Iimted to information regardi ng taxpayers
both with an address on record with FTB within the city and with incone froma
trade or business reported to the FTB. The information that could be provided is
a taxpayer’s nanme, address, social security or taxpayer identification nunber,
and business activity code. Use of the information would be Iimted to enpl oyees
of the taxing authority of a city.

SUMVARY CF AMENDVENT

The August 25, 2000, anendnents revised the | anguage allowing the FTB to recover
its costs of providing tax information to tax officials of any city. Before the
FTB woul d furnish any informati on under this bill, the follow ng would have to
occur:

?? an agreenent would have to be executed with the city providing the city
woul d pay all first year costs necessary for the FTB to furnish the city the
proper information;

?? an agreenent woul d have to be executed that would provide that the city
woul d rei nburse the FTB for the annual costs thereafter; and

?? the FTB woul d have to receive an anmount equal to the first year costs.
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The August 18, 2000, anmendnents expanded the bill to include all cities within
the state rather than only charter cities. The anmendnments al so specified that

t he
for

unaut hori zed di scl osure and the willful disclosure of information provided
inthis bill would be considered a m sdeneanor

As a result of the August 25, 2000, amendnents, two of the inplenentation
considerations provided in the departnent’s analysis of the bill as anmended
August 8, 2000, have been resolved. The remaining inplenentati on considerations
and the departnmental costs have been included bel ow.

| npl enent ati on Consi derati ons

This bill would allow the departnent to share certain information, including
busi ness activity codes, with cities. A large nunber of the business
activity codes used by the departnent are obtained fromlInternal Revenue
Service (IRS) data shared with the departnent. Federal |aw and I RS policy
require that information obtained fromthe IRS by the departnent not be

di scl osed or used in any manner not authorized. Currently, the departnent
is authorized to use inforrmation obtained fromthe IRS to resolve state
incone tax issues. |If the departnent uses the business activity codes or
other information received fromthe IRS to select and gather information
that is then to be reported to a contracting city under the provisions of
this bill, the departnment woul d exceed its authority to use IRS information
Consequently, reporting this information to a contracting city would likely
be interpreted by I RS as an unaut hori zed use of IRS information, and thus
woul d be a violation of both federal |aw and the terns of FTB s agreenent
with IRS

Current departnental systens do not have the ability to provide the
informati on necessary to conply with the provisions of this bill wthout
using federal data. To conply with the bill, the departnent woul d have to
create a new dat abase and processes to capture the information that could be
reported to a contracting city without violating the disclosure limtations
contained in the current FTB-IRS information sharing agreenent. Wthout the
new dat abase and processes, the departnent would not be able to provide the
information to a contracting city. |In addition, the departnment woul d have
no other use for the database and processes beyond reporting the information
to contracting cities.

Departnmental Costs

Since the departnent’s current prograns do not capture the necessary data to
conply with this bill, and the departnent cannot use the federal information
currently received for the reasons stated under “Inpl enentation

Consi derations,” the departnment woul d need to devel op new processes. To
conply with this bill, the departnment woul d revi se the Schedul e CA
(California Adjustnment Schedule) and the instructions thereto to include a
busi ness activity code. Department staff would scan the Schedul e CA and key
t he business activity code into a database where the information woul d be
retained for future reporting to contracting cities.
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The departnent woul d incur significant costs related to creating the

requi site new processes, additional enployee hours, and purchasing

equi pnent. In the year of inplenentation, it is estinmated that departnenta
costs woul d be approximately $2 mllion to cover an expected 29 personne
years (PYs). For the year following inplenentation, the departnental costs
woul d be $849, 172 to cover an expected 25.5 PYs.

BOARD PCOSI TI ON

No position. At its July 5 2000, neeting, the Franchi se Tax Board agreed to
take no position on this bill.



